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This report presents the results of our review of the Internal Revenue Service (IRS)
Fiscal Year (FY) 1999 compliance with new federal tax lien (FTL) requirements,
26 U.S.C. § 6320 (1986), set forth in the IRS Restructuring and Reform Act,
Pub. L. No. 105-206, 112 Stat. 685 (1998) [RRA 98].

In summary, during the initial implementation period, the IRS was not consistently
implementing federal tax lien (FTL) provisions of the RRA 98.  As a result, the IRS was
not always informing taxpayers and their representatives of the taxpayers' right to a
hearing once an FTL is filed.

Since the IRS was not consistently implementing RRA 98 FTL provisions, we
recommended that the IRS improve FTL procedures, make system changes, and revise
existing management information systems to ensure that RRA 98 FTL requirements are
met, and associated IRS procedures are followed.

The Assistant Commissioner (Collection) and the Assistant Commissioner
(Customer Service) concurred with the findings and recommendations in the report and
agreed to take corrective action.  Management’s comments have been incorporated into
the report where appropriate, and the full text of their comments is included as an
appendix.

Copies of this report are also being sent to the IRS managers who are affected by the
report recommendations.  Please contact me at (202) 622-6510 if you have questions,
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or your staff may call Maurice S. Moody, Associate Inspector General for Audit
(Headquarters Operations and Exempt Organizations Programs), at (202) 622-8500.
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Executive Summary

A federal tax lien (FTL) protects the government’s interest by attaching a claim to the
taxpayer’s assets for the amount of unpaid tax liabilities.  The Internal Revenue Service
(IRS) Restructuring and Reform Act, Pub. L. No. 105-206, 112 Stat. 685 (1998) [RRA
98], and Internal Revenue Code 26 U.S.C. § 6320 (1986) require the IRS to notify
taxpayers that a FTL has been filed.  Additionally, taxpayers may request a hearing with
the IRS if they believe that the FTL is not appropriate.  These new requirements became
effective on January 18, 1999.

The Treasury Inspector General for Tax Administration is required by
26 U.S.C. § 7803(d)(1)(A)(iii) (1986) to determine annually if the IRS is complying with
the new FTL requirements.  The overall objective of this audit was to evaluate the IRS’
Fiscal Year 1999 compliance with the new FTL requirements, 26 U.S.C. § 6320 (1986),
set forth in the RRA 98.

Results

Generally, taxpayers were sent the RRA 98 lien notice.  However, during the initial
implementation period, the IRS was not consistently implementing RRA 98 FTL
provisions and the associated IRS procedures.  As a result, the IRS was not always
informing taxpayers and their representatives of the taxpayers’ right to a hearing once a
FTL is filed.  Also, existing IRS management information systems do not measure
compliance with the new RRA 98 FTL notification requirements.

The IRS Needs to Improve Procedures for Ensuring Taxpayer Rights
are Protected

The IRS must be more diligent in notifying taxpayer representatives, spouses, and
business partners of lien filings; mailing all notices timely; processing returned notices
correctly; and properly documenting actions taken in each case.

We reviewed 473 cases, of which 157 cases (33 percent) involved 176 potential
violations of taxpayer rights.  The majority of the potential taxpayer rights violations
were in the following two areas:

• For 78 potential taxpayer rights violations, the taxpayer representative
(e.g., accountant, attorney, etc.) was not sent a RRA 98 lien notice.  Generally,
taxpayers were receiving the RRA 98 lien notice even if the taxpayer
representative was not.  IRS procedures require that taxpayer representatives be
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sent a copy of the RRA 98 lien notice when a FTL is filed against a taxpayer they
represent.

• For 62 potential taxpayer rights violations, the RRA 98 lien notices were not
mailed to taxpayers within 5 business days of the FTL filing, as required by
26 U.S.C. § 6320(a)(2) (1986).  No RRA 98 lien notice was late by more than
seven days.  IRS management revised the guidelines regarding how to measure
timeliness after our case review period.  The new guidelines to measure timeliness
may not protect the government’s interest.

Also, documentation of late requests for FTL hearings was not being maintained and
undeliverable RRA 98 lien notice procedures were inefficient and incomplete.

In addition, existing IRS management information systems do not measure compliance
with the new RRA 98 FTL notification requirements.  Without a compliance
measurement process, the IRS will not be able to ensure taxpayer rights are not violated
when a FTL is filed and may continue to implement the new RRA 98 provisions and
associated IRS procedures inconsistently.

Summary of Recommendations
This report includes two recommendations.  First, IRS systems should be changed to
automate the reissuance of undeliverable RRA 98 lien notices and the sending of RRA 98
lien notices to all responsible taxpayers.  Second, procedures should be revised to ensure
that the government’s interest is protected, returned mail is completely researched and
processed efficiently, adequate documentation is kept, and existing IRS management
information systems measure compliance with the new RRA 98 FTL notification
requirements.

Management’s Response:  The Assistant Commissioner (Collection) and the
Assistant Commissioner (Customer Service) agreed with our recommendations and have
agreed to take corrective actions.  Management's comments have been incorporated into
the report where appropriate, and the full text of their comments is included as Appendix
VI.
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 Objective and Scope

The overall objective of this audit was to evaluate
the Internal Revenue Service’s (IRS) Fiscal Year
(FY) 1999 compliance with new federal tax lien
(FTL) requirements, 26 U.S.C. § 6320 (1986), set
forth in the Restructuring and Reform Act, Pub. L.
No. 105-206, 112 Stat. 685 (1998) [RRA 98].  The
Treasury Inspector General for Tax Administration
is required by 26 U.S.C. § 7803(d)(1)(A)(iii) (1986)
to determine annually if the IRS is complying with
the new FTL requirements.

We interviewed key IRS personnel and obtained and
reviewed documentation (IRS lien system
documentation, post office mailing documentation,
etc.) at the following sites:

• Austin Service Center in Austin, Texas.

• Central California District in
San Jose, California.

• Georgia District and the Atlanta Customer
Service Center in Atlanta, Georgia.

• Houston District in Houston, Texas.

• Kentucky-Tennessee District in
Nashville, Tennessee.

• Midwest District in Milwaukee, Wisconsin.

• Pacific-Northwest District in
Seattle, Washington.

• Pennsylvania District in Philadelphia and
Pittsburgh, Pennsylvania.

• Philadelphia Service Center in
Philadelphia, Pennsylvania.

• South Texas District in Austin, Texas.

The overall objective of
this audit was to evaluate
the IRS’ FY 1999
compliance with new FTL
requirements set forth in
the RRA 98.
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• Southern California District in
Laguna Niguel, California.

• Upstate New York District in
Buffalo, New York.

One of the new RRA 98 FTL requirements,
26 U.S.C. § 6320 (a)(3)(B) (1986), concerns the
right of taxpayers to request a hearing when a FTL is
filed.  The IRS developed and distributed procedures
to the appropriate offices to ensure taxpayers are
provided with their appeal rights.

Since this provision went into effect in
January 1999, not enough time had passed for a FTL
hearing case to be closed.  Therefore, we were not
able to review any closed FTL hearing cases and
cannot express an opinion on the IRS controls
surrounding FTL hearing cases.  We plan to conduct
a separate review in this area.

Another RRA 98 FTL requirement that went into
effect in January 1999 concerns notifying taxpayers
that a FTL has been filed.  We reviewed 473 FTL
cases (cases where the IRS filed a FTL during the
first 6 weeks of implementation) from 8 IRS
locations to determine how well the IRS was
implementing the new RRA 98 FTL notification
requirements and the associated IRS procedures.
The sampling of cases was not statistically valid;
therefore, the results may or may not be
representative of cases nationwide.

We conducted the review between February and
June 1999 in accordance with Government Auditing
Standards.  Details of our audit objective, scope, and
methodology are presented in Appendix I.  Major
contributors to this report are listed in Appendix II.
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Background

A FTL protects the government’s interest by
attaching a claim to the taxpayer’s assets for the
amount of unpaid tax liabilities.  When taxpayers fail
to pay tax liabilities, designated IRS employees are
authorized to file FTLs to protect the government’s
interest.  During FY 1998, the IRS filed over
380,000 FTLs.  During the first 6 months of
FY 1999, FTL filings had dropped approximately
45 percent from the first 6 months of FY 1998.

The RRA 98 changed the procedures relating to the
filing of FTLs.  The intent of these requirements was
to ensure that taxpayers were aware of their rights
when the IRS files a FTL.  The following
requirements are effective for FTLs filed after
January 18, 1999:

• Requirement to Timely Notify a Taxpayer
of a FTL Filing - The IRS is required by
26 U.S.C. § 6320(a) (1986) to notify the
taxpayer, in writing, when a FTL is filed.
The RRA 98 lien notice must be delivered in
person, left at the taxpayer’s residence or
place of business, or sent by certified mail
(the mail must be accepted in person, at a
residence or at the post office) within five
business days after a FTL has been filed.
The RRA 98 lien notice must include an
explanation of the taxpayer’s right to request
a hearing within 30 calendar days following
the 5 business days.

• Right to a FTL Hearing - The
26 U.S.C. § 6320(a)(3)(B) (1986) specifies
that taxpayers are entitled to one hearing per
tax liability period for which a FTL has been
filed.  The 26 U.S.C. § 6320(b)(3) (1986)
requires an IRS official, with no prior
involvement with the taxpayer, to conduct

The RRA 98 requires that the
IRS notify the taxpayer that a
FTL is being filed.

The RRA 98 allows taxpayers
the right to a hearing
concerning the
appropriateness of a FTL
filing.
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the hearing in accordance with IRS
procedures.

If the IRS does not follow these requirements,
taxpayers may not be aware of or given their rights
when a FTL is filed.  The full text of the RRA 98
FTL provisions is included as Appendix V.

In response to the RRA 98, the IRS created
operational procedures to fulfill the congressional
intent of the RRA 98.

• Power Of Attorney Notification - A
taxpayer’s representative (accountant,
attorney, etc.) is required to be notified when
a FTL is filed against a taxpayer that he/she
is representing.

• Undeliverable Mail Procedures - The IRS
is required to send the RRA 98 lien notice to
a new address if the initial mailing is
returned because it could not be delivered
and a different address is available.  The IRS
is also required to re-calculate the taxpayer’s
deadline for requesting a hearing concerning
the appropriateness of the FTL filing.

• Certified Mail - For RRA 98 lien notices
sent by mail, the IRS is required to use
“certified” mail, i.e., the mail must be
accepted in person at a residence or at the
post office.

• Spouse and Business Partner Notification -
If a tax return involves more than one
individual, e.g., a married couple or several
business partners, the IRS is required, per
Internal Revenue Manual (IRM) 5.12.3.1.4,
to send the RRA 98 lien notice to both
spouses and all appropriate business partners
when a FTL is filed.

The IRS created operational
procedures in response to the
new RRA 98 FTL
requirements.
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Results

Generally, taxpayers were sent the RRA 98 lien
notice.  However, during the initial implementation
period, the IRS was not consistently implementing
FTL provisions of the RRA 98 and the associated
IRS procedures.  As a result, the IRS was not always
informing taxpayers and their representatives of the
taxpayer’s right to a hearing once a FTL is filed.
Also, the IRS does not have a process in place to
ensure that these situations are identified and
corrected.

 The Internal Revenue Service Needs to
Improve Procedures for Ensuring Taxpayer
Rights are Protected

The IRS developed and distributed procedures for
notifying taxpayers of FTL filings; however, the IRS
needs to improve or clarify those procedures.  The
need for improved procedures, along with employees
not following current procedures, has led to the IRS
inconsistently implementing the RRA 98 FTL
provisions and the associated IRS procedures.
Specifically, the IRS must be more diligent in
notifying taxpayer representatives, spouses, and
business partners of lien filings; mailing all notices
timely; processing returned notices correctly; and
properly documenting actions taken in each case.

We selected 473 FTL cases (cases where the IRS
filed a FTL during the first 6 weeks of
implementation ) in 8 locations around the country
to determine how well the IRS was implementing
the new RRA 98 FTL requirements and the
associated IRS procedures.  The sampling of cases
was not statistically valid; therefore, the results may
or may not be representative of cases nationwide.

The RRA 98 lien notice was
generally being sent to
taxpayers.  However, the IRS
needs to improve FTL
procedures.  Also, the IRS
does not have a process in
place to ensure that these
situations are identified and
corrected.

We selected 473 FTL cases to
determine how well the IRS
was implementing the new
FTL requirements.
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We evaluated the FTL cases using five
requirements.1  IRS system records and case
documents were used to verify four of the
requirements.  For the Power Of Attorney
Notification requirement, we considered taxpayer
rights were potentially violated if 1) IRS case files
did not include documentation to verify that the
requirement was met, and 2) IRS officials agreed
that the requirement had not been met.

For the 473 cases, 157 cases (33 percent) involved
176 potential violations of taxpayer rights.

Requirement1
Number of Potential

Taxpayer Right
Violations

Power Of Attorney
Notification 78
Requirement to
Timely Notify a
Taxpayer of a FTL
Filing 62
Undeliverable Mail
Procedures 5
Certified Mail 23
Spouse and Business
Partner Notification 8

Total 176

Based on interviews with key IRS employees and
the review of FTL cases, FTL procedures need to be
improved in the following areas:

                                               
1 See Background section (pages 3 and 4) for an explanation of
each requirement.
1 See Background section (pages 3 and 4) for an explanation of each requirement.

Potential taxpayer rights
violations were present in
157 of the cases reviewed.
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• Notifying a taxpayer’s representative that an
FTL has been filed.

• Ensuring that the RRA 98 lien notice is
timely mailed to taxpayers.

• Determining how to proceed when a
RRA 98 lien notice is returned to the IRS
because it could not be delivered to the
taxpayer.

• Keeping documentation in IRS case files.

• Ensuring that all responsible spouses and
business partners are provided the RRA 98
lien notice.

• Ensuring that existing IRS management
information systems measure IRS
compliance with the new RRA 98 FTL
notification requirements.

Notifying a taxpayer’s representative that an
FTL has been filed

If a taxpayer or his/her representative is not sent the
RRA 98 lien notice or the notice is not sent timely,
the taxpayer representative may not meet the
deadline for requesting a hearing for the taxpayer
concerning the appropriateness of the FTL filing.

IRS procedures require that taxpayer representatives
be sent a copy of the RRA 98 lien notice
(Letter 3172) when a FTL is filed against a taxpayer
they represent.  For the 473 cases we reviewed,
112 cases involved a taxpayer with an authorized
taxpayer representative.  In 78 of the 112 cases
(70 percent), the taxpayer representative was not
sent a copy of the RRA 98 lien notice.  Generally,
taxpayers were sent the RRA 98 lien notice even if
the notice was not sent to the taxpayer
representative.  This issue was found in all eight
locations we visited.

Based on interviews with key
IRS employees and the review
of FTL cases, FTL procedures
need to be improved in several
areas.

Potential taxpayer rights
violations were present in
78 cases due to taxpayer
representatives not being sent
the required RRA 98 lien
notice for taxpayers they
represent.
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Taxpayer representatives were not being informed of
FTL filings because the mailing of the RRA 98 lien
notice to a taxpayer representative was a manual
process and procedures were not complete.  For
example:

• IRS procedures contained no instructions on
how to send a copy of the RRA 98 lien notice
to the taxpayer representative or the time
period for completing this action.

• The IRS handbook for Automated Collection
System (ACS) employees, who file FTLs,
did not provide specific instructions on
sending a copy of the RRA 98 lien notice to a
taxpayer’s representative.

Ensuring that the RRA 98 lien notice is timely
mailed to taxpayers

If the RRA 98 lien notice is not sent to the taxpayer
within 5 business days, the taxpayer will not receive
the entire 30 calendar days allowed by RRA 98 to
request a hearing concerning the appropriateness of
the FTL filing.

For 23 of the 473 cases reviewed, adequate
documentation was not available to determine
whether the RRA 98 lien notice was issued timely
(See Page 12, Keeping documentation in IRS case
files).  For 62 of the remaining 450 cases
(14 percent), the RRA 98 lien notices were not sent
to the taxpayer within 5 business days after a FTL
was filed.  All untimely RRA 98 lien notices were
issued within seven days after the five business days
had expired.  This issue was found in five of the
eight locations we visited.  In two locations, the
IRS employees were not printing and mailing the
RRA 98 lien notice on a daily basis, as required by
IRS procedures.

The timeliness criteria was changed after our case
review period:  During the time of our case review

.

Potential taxpayer rights
violations were present in
62 cases due to RRA 98 lien
notices not being sent to the
taxpayer within 5 business
days, as required.
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(January 19 through February 28, 1999), the
guideline for timely notifying taxpayers of their
rights upon the filing of a FTL was five business
days from the date that the FTL was entered on the
IRS’ lien system.

On March 15, 1999, the IRS revised the guidelines
for timely notifying the taxpayer of their rights when
a FTL is filed.  The new guidelines changed the
method for counting the five business days.  The
five-business-day period now begins the day the
Notice of Federal Tax Lien (NFTL) (Form 668Y)2 is
printed.  However, under the revised procedures:

• No guidelines exist for when the NFTL
should be printed once input on the IRS’ lien
system.  If the NFTL is not printed timely,
the government’s interest could be
endangered.

• If the NFTL is printed and mailed on
different days, the FTL filing date on the new
RRA 98 notice will be incorrect.  The IRS
considers the mailing date as the lien filing
date; however, the lien filing date will be
listed on the RRA 98 lien notice as the print
date of the NFTL.  The NFTL print date will
also be used to calculate the deadline for
requesting a hearing on the appropriateness
of a FTL filing.  By not printing and mailing
NFTLs on the same day, the IRS is reducing
the normal amount of time that the taxpayer
has to request a hearing.

                                               
2 The NFTL (Form 668Y) is the federal tax lien that is filed at the
appropriate courthouse.

New IRS procedures may not
protect the government’s
interest.
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Determining how to proceed when a RRA 98 lien
notice is returned to the IRS because it could not
be delivered to the taxpayer

IRS procedures require IRS employees who work
with returned mail to perform research to determine
if a different address is available when a RRA 98
lien notice is returned because it could not be
delivered to the taxpayer.  If a different address is
found, the IRS should 1) calculate a new deadline
for the taxpayer to request a hearing concerning the
appropriateness of the FTL filing, 2) send a new
RRA 98 lien notice to the taxpayer, and 3) make an
entry on the IRS’ lien system that contains the
revised deadline for requesting a hearing.  If a
different address is not found, IRS employees who
work with returned mail should forward the returned
mail to the employee who initiated the FTL filing for
inclusion in the IRS case file.

If the IRS does not try to find a different address
when a RRA 98 lien notice is returned, the taxpayer
may not be informed that a FTL has been filed and
of his/her right to request a hearing concerning the
appropriateness of the FTL filing.  If the IRS does
not re-calculate the deadline for a taxpayer to request
a hearing when sending a RRA 98 lien notice to
another address, the IRS is denying the taxpayer
his/her right to the full amount of time allowed to
request a hearing.  This may result in a hearing being
denied because it was not requested timely.

Of the 473 cases reviewed, 36 were documented as
returned to the IRS because they could not be
delivered to the taxpayer.  An additional three
RRA 98 lien notices were not documented as
returned to the IRS; however, IRS officials agreed
that the notices were not sent to the correct address.
The IRS correctly worked 16 of the 39 cases.  For
the remaining 23:

Potential taxpayer rights
violations were present in
5 cases due to 1) the taxpayer
not being given a full
30 calendar days to request a
hearing, or 2) the IRS not
mailing a RRA 98 lien notice
to another available address.



The Internal Revenue Service Should
 Improve Its Federal Tax Lien Procedures

Page 11

• Two RRA 98 lien notices were sent to a new
address; however, the IRS did not correctly
re-calculate the deadline for the taxpayer to
request a hearing.  One case was
re-calculated in the taxpayer’s favor and is
not a potential taxpayer rights violation.  The
new 30-calendar-day period for requesting a
hearing had to be re-calculated manually and
there were no procedures or examples
explaining how to re-calculate the new
deadline.  This issue was found in two of the
eight locations we visited.

• One RRA 98 lien notice was not mailed to a
new address even though there was a
different address on the IRS’ system.  We
informed management of this issue and a
new RRA 98 lien notice was sent to the
address available on the IRS system.

• Three RRA 98 lien notices were initially
mailed to an address that the IRS knew to be
incorrect.  While no documentation was
found that these notices were returned to the
IRS, IRS management agreed that these
notices could not have been delivered to the
correct taxpayer.  IRS management agreed to
send the new RRA 98 lien notices to a more
current address.  We did not determine if the
30-calendar-day deadline for requesting a
lien hearing was correctly re-calculated.

IRS employees are not required to research
case files for a different address when
RRA 98 lien notices are returned.  If IRS
employees had researched case files on these
three cases, they would have been able to
provide a different address to which to send
the new RRA 98 lien notices.

• Seventeen cases were not processed using
correct procedures.
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• IRS employees at one location stated that
five RRA 98 lien notices were sent to a
new address; however, no documentation
(Postal Forms 3877) was being kept to
verify that the RRA 98 lien notices were
re-sent to the taxpayer.

• For 12 cases, a different address was not
available on the IRS’ system.  The
returned mail package was not forwarded
to the responsible employee to include in
the case file.  This issue was found in
three of the eight locations we visited.

Keeping documentation in IRS case files

Postal Forms 3877

Without a verified, certified mail list of the mail
received by the post office (Postal Form 3877), the
IRS has no proof that the RRA 98 lien notices were
mailed.  Also, the IRS cannot determine whether the
RRA 98 lien notices are being sent within five
business days, as required by the RRA 98.

On December 23, 1998, the Director, Office of
Special Procedures, issued a memorandum with
general instructions for IRS offices to retain Postal
Form 3877.  However, the instructions were not
incorporated in the IRM.

The certified mail list identifies RRA 98 lien notices
that were sent to the post office for certified mailing.
The list is stamped by the post office with the date
that the notices were received.  For 23 of the
473 cases (5 percent) selected for review, sufficient
documentation to prove that RRA 98 lien notices
were sent to taxpayers, or were sent timely, had not
been retained.

• In eight cases, the IRS did not have a copy of
the Postal Form 3877 used to verify that mail
was received by the post office.

Potential taxpayer rights
violations for 23 cases could
not be determined due to a
lack of documentation that the
RRA 98 lien notices were sent
to taxpayers or were sent
timely.
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• In 15 cases, the IRS had a copy of the Postal
Form 3877 used to verify that mail was
received by the post office; however, the
copy did not include markings to verify that
the post office had received the mail or the
markings were illegible.

These issues were found in three of the eight
locations we visited.

Management’s Actions:  We discussed with IRS
personnel the fact that the IRS had no IRM
procedures for retaining the Postal Form 3877.  On
March 8, 1999, the National Director, Collection
Field Operations, issued a memorandum with
detailed instructions on how IRS offices should
retain Postal Form 3877.  Collection Field
Operations’ managers told us that these new
procedures were inadvertently omitted from the
latest IRM update, but will be included in a
subsequent revision.  We believe this action is
appropriate and we make no further
recommendation.

Postal Envelopes

The IRS also did not have procedures for retaining
envelopes for requests for hearings (Forms 12153)
that are received after the 30-calendar-day period for
requesting a hearing has expired.  Without these
envelopes, the IRS cannot prove that a taxpayer did
not request a hearing during the required time
period, in the event this is questioned.
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Ensuring that all responsible spouses and
business partners are provided the RRA 98 lien
notice

If responsible spouses or business partners are not
each sent the RRA 98 lien notice, they will not be
informed that a lien has been filed and of their right
to a hearing.

Normally, spouses are equally responsible for tax
liabilities on tax returns that they sign together.  For
the 473 cases we reviewed, 166 cases involved a
FTL that was filed against 2 individuals (spouses).
For 7 of the 166 cases (4 percent), a spouse was not
sent a copy of the RRA 98 lien notice.  This issue
was found in five of the eight locations we visited.

Individual partners in a partnership may be
responsible for tax liabilities incurred through the
operation of the partnership.  Of the 473 cases
reviewed, 1 case involved a partner who was not
sent a copy of the RRA 98 lien notice.

The IRS’ lien system is not programmed to send the
RRA 98 lien notice to individual partners in a
partnership or spouses living at different addresses
in certain situations.

Ensuring that existing IRS management
information systems measure IRS compliance
with the new RRA 98 FTL notification
requirements

We interviewed key IRS officials and reviewed an
IRS complaint tracking system (Problem Resolution
Office Management Information System), and found
no RRA 98 complaints concerning FTL processing.
However, our review of FTL cases showed that
RRA 98 requirements were not being met and
associated IRS procedures were not being followed.

Although no complaints had been received, the IRS’
existing management information systems do not
measure compliance with the new RRA 98 FTL

Potential taxpayer rights
violations were present in
eight cases because RRA 98
lien notices were not sent to
all appropriate spouses and
business partners.

The IRS had not ensured that
existing management
information systems measure
compliance with RRA 98 lien
notification requirements, and
that associated IRS
procedures were followed.
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notification requirements.  Without a system to
measure compliance, the IRS may not be able to
ensure taxpayer rights are protected when a FTL is
filed and may continue to implement the new
RRA 98 provisions and associated IRS procedures
inconsistently.

Recommendations

1. Change the IRS systems to automatically:

a. Reissue the RRA 98 lien notices to the
taxpayer when the original notice cannot
be delivered to the taxpayer’s address of
record.  The notice should contain a
different taxpayer address and a
re-calculated time period for requesting a
hearing.

b. Send the RRA 98 lien notice to all
responsible spouses and all appropriate
business partners.

2. Revise procedures to ensure that:

a. The RRA 98 lien notice is sent to a
taxpayer’s representative.

b. Returned RRA 98 lien notices are
electronically documented on the lien
system instead of being forwarded to
employees who do not maintain paper
case files.

c. Envelopes for requests for hearings
(Forms 12153) are retained if they are
received after the 30-calendar-day period
for requesting a hearing has lapsed.

d. The NFTL (Form 668Y) is printed
shortly after being input on the IRS’ lien
system and mailed the same day.
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e. Case files are researched for a different
address when a RRA 98 lien notice is
returned to the IRS because it could not
be delivered to the taxpayer.

f. Existing management information
systems measure compliance with the
new RRA 98 FTL notification
requirements.

    Management’s Response:  Collection and Customer
    Service management agreed to initiate several
    corrective actions.

• Enhancements will be made to the ALS system.

• Collection and Customer Service management
issued instructions to employees and will update
several sections of the IRM.

• Program reviews are being conducted to measure
compliance of RRA 98 NFTL notification
requirements.

(See Appendix VI for more details.)

Conclusion

While the IRS has made progress in developing
procedures to address the new FTL requirements
contained in RRA 98, the IRS needs to improve and
clarify these procedures and ensure consistency in
their implementation.  To support this goal, existing
management information systems should be revised
to measure and track the IRS’ progress in ensuring
that taxpayers’ rights are not violated when FTLs are
filed.

Collection and Customer
Service management initiated
several corrective actions to
address the recommendations
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Appendix I

Detailed Objective, Scope, and Methodology

The overall objective was to evaluate the Internal Revenue Service’s (IRS)
compliance with new federal tax lien (FTL) requirements set forth in the IRS
Restructuring and Reform Act, Pub. L. No. 105-206, 112 Stat. 685 (1998) [RRA 98].
The Treasury Inspector General for Tax Administration is to determine annually if the
IRS is complying with new FTL requirements.  To accomplish this, we:

I. Evaluated the IRS’ compliance with the requirement to notify taxpayers in writing
of the filing of a tax lien.

A. Identified through discussions with National Office Collection and Appeals
Division employees current FTL procedures (regulations, user manuals,
National Office memoranda, local procedures, etc.), including procedures
which address RRA 98 changes.

1. Determined if FTL notification procedures have been changed to reflect
the requirements of 26 U.S.C. § 6320 (1986) – Notice and Opportunity for
Hearing Upon Filing of Notice of Lien.

2. Determined if 26 U.S.C. § 6320 (1986) procedural changes have been
properly communicated to all affected IRS functions (Collection, Appeals)
and locations (districts, service centers, customer service sites).

3. Determined if the RRA 98 lien notice contained information required by
26 U.S.C. § 6320 (1986) (the amount of unpaid tax, the right of the
taxpayer to request a hearing within 30 calendar days after the 5-business-
day notification period, and the procedures relating to FTL releases).

4. Determined if procedures have been developed and are adequate for
processing RRA 98 lien notices that are returned to the IRS because they
cannot be delivered to the taxpayer.

B. Reviewed FTL procedures with IRS personnel (Integrated Collection System
and Automated Liens System coordinators, group managers, Special
Procedures function, etc.) in the 12 offices (3 per region) judgmentally
selected for review.  Identified related procedural and system changes made to
comply with the requirements of the RRA 98.

1. Documented each office’s process for filing FTLs and notifying taxpayers
of FTL filings and their right to a hearing (including procedures for
resolving cases where the RRA 98 lien notice was returned to the IRS
because it could not be delivered to the taxpayer).



The Internal Revenue Service Should
 Improve Its Federal Tax Lien Procedures

Page  18

2. Evaluated the processes identified in step 1 above to determine if they
meet the requirements of 26 U.S.C. § 6320 (1986).

3. Determined whether each office received any procedural changes
(particularly memoranda, regulation updates) from the National Office.
Compared local documentation of procedures to copies of documents
obtained in Objective I.A.  Noted any differences and followed up, when
appropriate.

C. Determined what systems were in place to assist IRS management in
measuring compliance with laws and procedures regarding notifying
taxpayers of FTL filings and their right to a hearing.

D. Determined if taxpayers were properly notified when liens were filed.

1. Obtained electronic data from the IRS’ Automated Liens System for all
FTLs filed for the locations selected from January 19 through
February 28, 1999.

2. Selected 473 FTL cases from 8 locations around the country.  We used a
random number generator to select the cases and replaced or discarded
cases where the FTL was cancelled or the filing was for a FTL that had
been previously filed.

3. Reviewed related IRS documentation to determine if:

(a) The taxpayer was sent the RRA 98 lien notice.

(b) All applicable business partners, powers of attorney, and spouses were
sent the RRA 98 lien notice.

(c) The RRA 98 lien notice was mailed timely.

(d) Returned mail procedures were followed.

(e) The RRA 98 lien notice was mailed using certified mail, i.e., the mail
must be accepted in person at a residence or at the post office.

E. Contacted key IRS officials in the offices selected for review and obtained
information on any taxpayer complaints (those received by telephone, those
formally being reviewed, those received on taxpayer feedback questionnaires,
etc.) that relate to liens.  Reviewed any cases and determined if any of the
complaint conditions existed in the lien cases reviewed.

II. Evaluated the IRS’ compliance with informing taxpayers of their right to a
hearing when a FTL is filed and granting hearings to eligible taxpayers.
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A. Identified, through discussions with Appeals function employees, the
procedures (regulations, user manuals, National Office memoranda, etc.)
developed by the IRS to provide taxpayers with their right to a hearing when a
FTL is filed.

1. Determined if the procedures had been adequately changed to inform
taxpayers of their right to a hearing (26 U.S.C. § 6320 (1986)).

2. Determined if 26 U.S.C. § 6320 (1986) procedural changes had been
properly communicated to all Appeals functions.

B. Determined if controls were in place to ensure that eligible taxpayers were
granted hearings in accordance with 26 U.S.C. § 6320(a)(3)(B) and (C)
(1986).  (NOTE:  This step was not completed.  Please see impairment
statement on page 2 of the report.)

C. Analyzed the processing of requests for hearings.  (NOTE:  This step was not
completed.  Please see impairment statement on page 2 of the report.)

1. Determined all taxpayers who requested a hearing from January 19 to
March 31, 1999, concerning the appropriateness of a FTL filing.

2. Obtained related case files and reviewed the cases to determine if all
hearing procedures outlined in 26 U.S.C. § 6320 (1986) were followed.

D. Contacted key IRS officials in the offices selected for review and obtained
information on any taxpayer complaints (those received by telephone, those
formally being reviewed, those received on taxpayer feedback questionnaires,
etc.) that related to a taxpayer’s right to a hearing when a FTL is filed.
Reviewed any cases and determined if any of the complaint conditions existed
in the cases reviewed.
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Appendix II
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Troy D. Paterson, Senior Auditor
Dale E. Schulz, Senior Auditor
Albert M. Sleeva, Senior Auditor
James M. Traynor, Senior Auditor
Robert L. Weiss, Senior Auditor
Doug C. Barneck, Auditor
Debra D. Dunn, Auditor
Deadra M. English, Auditor
Cari D. Fogle, Auditor
David L. Hartman, Auditor
Benjamin Hawkins, Auditor
Erin K. Kaauwai, Auditor
Kristi L. Larson, Auditor
Rosemarie M. Maribello, Auditor
George E. Millard, Auditor
Tina M. Parmer, Auditor
Craig L. Pelletier, Auditor
Susan A. Price, Auditor
Lynn M. Ross, Auditor
Bonnie G. Shanks, Auditor
Sharon R. Shepherd, Auditor
Sharon Summers, Auditor
Esther M. Wilson, Auditor
David B. Yorkowitz, Auditor
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Appendix III

Report Distribution List

Deputy Commissioner Operations  C:DO
Office of the National Director of Appeals  C:AP
National Taxpayer Advocate  C:TA
Chief Operations Officer  OP
Assistant Commissioner (Collection)  OP:CO
Assistant Commissioner (Customer Service)  OP:C
Assistant Commissioner (Program Evaluation and Risk Analysis)  M:OP
Director, Customer Service  OP:C:CS
Executive Officer for Service Center Operations  OP:SC
National Director for Legislative Affairs  CL:LA
Office of Management Controls  M:CFO:A:M
Regional Commissioner, Mid-States Region
Regional Commissioner, Northeast Region
Regional Commissioner, Southeast Region
Regional Commissioner, Western Region
Director, Austin Service Center
Director, Central California District
Director, Georgia District
Director, Houston District
Director, Kentucky-Tennessee District
Director, Midwest District
Director, Pacific-Northwest District
Director, Pennsylvania District
Director, Philadelphia Service Center
Director, South Texas District
Director, Southern California District
Director, Upstate New York District
Audit Liaisons

Assistant Commissioner (Collection)  OP:CO
Assistant Commissioner (Customer Service)  OP:C
Executive Officer for Service Center Operations  OP:SC
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Appendix IV

Outcome Measures

This appendix presents detailed information on the measurable impact that our
recommended corrective actions will have on tax administration.  These benefits will be
incorporated into our Semiannual Report to the Congress.

Finding and recommendation:

The IRS did not always consistently implement legal provisions and its own
procedures for notifying taxpayers that a federal tax lien (FTL) was filed.

The IRS is not always informing taxpayers and their representatives of the taxpayers’
right to a hearing once a federal tax lien (FTL) is filed, as required by 26 U.S.C. § 6320
(1986).  We reviewed 473 cases, of which 157 cases (33 percent) involved 176 potential
violations of taxpayer rights.  The potential violations identified were as follows:

• For 78 potential violations, taxpayer representatives (e.g., accountant, attorney, etc.)
were not sent a Restructuring and Reform Act, Pub. L. No. 105-206, 112 Stat. 685
(1986) [RRA 98] lien notice (page 7).

• For 62 potential violations, RRA 98 lien notices were not mailed to taxpayers within
5 business days of the FTL filing (page 8).

• For 5 potential violations, taxpayers were not given a full 30 calendar days to request
a hearing, or the IRS did not mail the RRA 98 lien notice to another available address
when the RRA 98 lien notice was returned to the IRS because it could not be
delivered to the taxpayer (page 10).

• For 23 potential violations, sufficient documentation was not retained to prove that
RRA 98 lien notices were sent to taxpayers or were sent timely (page 12).

• For 8 potential violations, responsible spouses or individual partners in a partnership
were not sent a copy of the RRA 98 lien notice (page 14).

Also, existing IRS management information systems do not measure compliance with the
new RRA 98 FTL notification requirements to ensure that these situations were identified
and corrected (page 14).

This report includes two recommendations.  First, IRS systems should be changed to
automate the reissuance of undeliverable RRA 98 lien notices and the sending of RRA 98
lien notices to all responsible taxpayers.  Second, procedures should be revised to ensure
that the government’s interest is protected, returned mail is completely researched and
processed efficiently, adequate documentation is kept, and existing IRS management
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information systems measure compliance with the new RRA 98 FTL notification
requirements.

Type of Outcome Measure: - Taxpayer Rights and Entitlements

This is a potential outcome measure.

Value of the Benefit:

We determined that, for 157 taxpayers, the IRS potentially violated taxpayers’ rights
provided under 26 U.S.C. § 6320 (1986).  The sampling of cases was not statistically
valid; therefore, the results may or may not be representative of cases nationwide.  The
corrective actions for our recommendations could possibly protect taxpayer rights, ensure
funds are put to better use, and ensure that revenue is protected.

Methodology Used to Measure the Reported Benefit:

We obtained electronic data from the IRS’ Automated Liens System for all FTLs filed
from January 19 through February 28, 1999.  We reviewed 473 FTL cases from 8 IRS
offices (judgmentally selected 2 offices per region) to determine how well the IRS was
implementing the new RRA 98 FTL notification requirements and the associated IRS
procedures.  We used a random number generator to select the cases and replaced or
discarded cases where the FTL was cancelled or the filing was for a FTL that had been
previously filed.
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Appendix V

Full Text of the Internal Revenue Service Restructuring and Reform Act,
Pub. L. No. 105-206, 112 Stat. 685 (1998) Federal Tax Lien Provisions

26 U.S.C. § 7803 (1986). COMMISSIONER OF INTERNAL REVENUE;
OTHER OFFICIALS.
(d) ADDITIONAL DUTIES OF THE TREASURY INSPECTOR GENERAL FOR TAX

ADMINISTRATION. —

(1) ANNUAL REPORTING.— The Treasury Inspector General for Tax
Administration shall include in one of the semiannual reports under section 5 of
the Inspector General Act of 1978—

(A) an evaluation of the compliance of the Internal Revenue Service with—

… (iii) required procedures under section 6320 upon the filing of a notice of a
lien.

26 U.S.C. § 6320 (1986). NOTICE AND OPPORTUNITY FOR
HEARING UPON FILING OF NOTICE OF LIEN.
(a) REQUIREMENT OF NOTICE.—

(1) IN GENERAL.— The Secretary shall notify in writing the person described in
section 6321 of the filing of a notice of lien under section 6323.

(2) TIME AND METHOD FOR NOTICE.— The notice required under paragraph (1)
shall be—

(A) given in person,

(B) left at the dwelling or usual place of business of such person, or

(C) sent by certified or registered mail to such person’s last known address, not
more than 5 business days after the day of the filing of the notice of lien.

(3) INFORMATION INCLUDED WITH NOTICE.—  The notice required under
paragraph (1) shall include in simple and nontechnical terms—

(A) the amount of unpaid tax,

(B) the right of the person to request a hearing during the 30-day period
beginning on the day after the 5-day period described in paragraph (2),

(C) the administrative appeals available to the taxpayer with respect to such lien
and the procedures relating to such appeals, and
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(D) the provisions of this title and procedures relating to the release of liens on
property.

(b) RIGHT TO FAIR HEARING.—

(1) IN GENERAL.— If the person requests a hearing under subsection (a)(3)(B), such
hearing shall be held by the Internal Revenue Service Office of Appeals.

(2) ONE HEARING PER PERIOD.— A person shall be entitled to only one hearing
under this section with respect to the taxable period to which the unpaid tax
specified in subsection (a)(3)(A) relates.

(3) IMPARTIAL OFFICER.— The hearing under this subsection shall be conducted
by an officer or employee who has had no prior involvement with respect to the
unpaid tax specified in subsection (a)(3)(A) before the first hearing under this
section or section 6330. A taxpayer may waive the requirement of this paragraph.

(4) COORDINATION WITH SECTION 6330.— To the extent practicable, a hearing
under this section shall be held in conjunction with a hearing under section 6330.

(c) CONDUCT OF HEARING; REVIEW; SUSPENSIONS.— For purposes of this section,
subsections (c), (d) (other than paragraph (2)(B) thereof), and (e) of section 6330
shall apply.
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Appendix VI

Management’s Response to the Draft Report
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